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Education for Public Accounting 


Accounting has sometimes been reierred 
to as the oldest of the arts and the young- 
est of the professions. A curriculum in 
accounting began to develop in the early 
1920’s at Michigan State College and be- 
came an integral part of training for business. 
Today accountants find many outlets for 
their special talents and training. Public 
accounting is the primary interest of about 
two-thirds of the approximately one hundred 
accounting majors graduating from Michigan 
State each year. 

A strongly recommended part of training 
for public accounting is a field work course 
of internship in the winter quarter of the 
student’s senior year. Employed in a co- 
operating office of certified public account- 
ants as an interne, he obtains an educational 
experience of great value. Evaluation of his 
work by the employer becomes a major basis 
in determining his grade and potential. In 
this and other efforts the Department of 
Accounting seeks continually to fit its aca- 
demic training into the pattern required by 
the accounting profession. 

The accounting practitioner should be 
equipped both mentally and culturally to 
become a complete citizen. The candidate 
for this profession also should understand 
fully business functions in a free enterprise 
economy. State laws governing the practice 
of accounting require of the college graduate 
from one to three years of employment with 
an accounting firm, preliminary to the C.P.A. 
Certification also requires the passing of 
rugged state-administered C.P.A. exami- 
nations, which in Michigan cover theory 
of accounts, practical accounting, audit- 
ing, commercial law, economics and public 
finance. 

One national C.P.A. firm employes in its 
Michigan offices alone twenty-five M.S.C. 
accounting graduates, of whom ten are now 
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“February 12, 1855 


Pretending that you were alive in 1855, what 
would have been notable on that February 12? 


Just Another Day 


For the average citizen, there would 
have been nothing special about Feb- 
ruary 12. The nation was stable, grow- 
ing and involved in no conflicts. Under 
youngish President Pierce, the Demo- 
cratic Party was well entrenched. Aside 
from growing heat over slavery, all was 
serene. 

Had you lived in Springfield, Illi- 
‘aois, on that day, you might have 
felicitated a leading lawyer and ex- 
Congressman in his 46th birthday. 
You might have felt that his recent 
rousing speeches on slavery, in oppo- 
sition to the great Stephen Douglas, 
would give him new prominence. 

Had you lived in Michigan you 
might have felt that the new state had 
prospered in its eighteen years of 
existence. Its population of some four 
tundred thousand could be well sup- 
ported by agriculture and the inex- 
haustible forests. You probably thought 
it peculiar to move the capital into the 
forests in the center of the state, to the 
small settlement of Lansing, a distant 
place despite recent completion of the 
plank road from Detroit. Politically 
you might have been interested in the 
3o-called “Republican” party recently 
formed in Michigan which had yet to 
win any state’s election. 

You would have been proud of the 


development of state-supported univer- 
sities by the new western states, and 
applauded Michigan’s constitutional 
provision for an agriculture college. 
And so you were gratified that on this 
date the Legislature fulfilled that pro- 
vision by enacting legislation creating 
that college. 


No Crystal Ball 


How far ahead could you have seen, 
on February 12, 1855? Would you 
have predicted that the new party 
would carry Michigan that fall? Or how 
far the cleavage between North and 
South would grow? Could you have 
recognized the promise of such great- 
ness in Abe Lincoln? Would you have 
predicted that the nation’s population 
would grow seven times in the next 
century? Or Michigan’s population 
seventeen times? Would you have the 
foresight to invest in property around 
Lansing? 

If you did have a crystal ball, it 
would have been a fine one to foretell 
the future of the newly authorized 
state college. Would it have told you 
of this institution’s future contributions 
to the state? Had your crystal ball got- 
ten so out of kilter (apparently) as to 
say that this would become the ninth 
largest of universities, you would have 
sent it in for major repairs. 


Old College Hall, first building of MSC, in a forest clearing. 
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Looking backward we see accom- 
plishments in our state and nation that 
the wildest optimist of 1855 would not 
have foreseen. Michigan State College 
will take pride indeed in retrospect over 
its first hundred years. 


Centennial Observances 


“Founders’ Day” on February 12 
will be celebrated fittingly on the East 
Lansing campus, with representatives 
from hundreds of other universities. 
Keynote will be the address by Dr. 
James B. Conant, High Commissioner 
to Germany and former president of 
Harvard University. Postmaster-General 
Summerfield is to dedicate the com- 
memorative postage stamp. (First day 
cover collectors, take notice. ) 

During the balance of the year out- 
standing events will continue the cele- 
bration. The high point will be a spe- 
cial Convocation in Mid-October at 
which President Eisenhower will speak. 
Thousands of the public will attend 
this event and such attractions as the 
week-long Centennial of Farm Mech- 
anization starting August 15. Many 
will come to attend meetings of scien- 
tific and professional associations sched- 
uled for M.S.C.’s Centennial year. 

A series of scholarly symposia will 
present advanced thinking on today’s 
outstanding problems in each of ten 
fields. Businessmen will be interested 
in the School of Business and Public 
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Service symposium on April 13-14. 
The Engineering symposium from 
March 2 to 5, on automation, will at- 
tract the technical men. Details on 
these and other events are obtainable 
from the Centennial Office, B-10 Wells 
Hall. 


To the Future 


Looking ahead is a more common 
preoccupation at M.S.C. than looking 
back. Mighty problems loom ahead in 
coping with the doubled size of the 
student body by 1970, maintaining 
present standards of teaching, housing 
and guidance. This challenge can be 
met only with public understanding 
and support. Despite these demands, 
M.S.C. intends to go ahead with ex- 
pansion of research and of continuing 
education for all people, beyond the 
campus classroom. 

The Centennial Year will stress pub- 
lic awareness of this institution’s many- 
sided activities and to encourage more 
to utilize its services. Businessmen 
should take advantage of services in: 
(1) placement of graduating students, 
(2) education of existing personnel 
(either in-plant or on-campus), and 
(3) research and counsel on special 
problems. 

The first hundred years at M.S.C. 
have been lively ones. No wonder the 
entire staff looks forward to the future, 
to cooperative efforts with all of Michi- 
van. 


This Library will meet the needs of an expanding university. 
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STATE OF THE ECONOMY: A GLANCE IN 


BOTH DIRECTIONS 


By MARVIN HOFFMAN* 


It is timely to review current economic 
trends and to assess their portent. 


Measured by almost any standard, 
1954’s economic record, although be- 
low peak levels of 1953, is better than 
most previous years in our history. This 
does not imply, however, that serious 
“soft spots” did not exist in the econ- 
omy. (And Michigan, unfortunately, 
felt the consequences of at least one 
such “soft spot!) Even in Michigan, 
there was no uniformity in every area 
or in every industry in this regard, nor 
can we expect there to be in 1955. 


United States 


During most of the past year, the 
nation furnished employment to 61 or 
62 million people, in spite of reduc- 
tions in the labor force throughout the 
consumer durable goods field and in 
the automobile field, in particular. 
Generally, however, employment in 
1954 has been slightly down from 1953 
levels while unemployment has been 
greater as a consequence of smaller 
employment figures and increased num- 
bers in the labor force. During the first 
nine months of the year, unemployment 
ranged from 3 to 3.8 millions. The 
Fall months saw unemployment de- 
crease to about 2 million with school 
re-opening and with increasing manu- 
facturing employment. 

Industrial production, as measured 
by the Federal Reserve Index of Indus- 
trial Production, has generally averaged 
about 124 percent of the 1947-49 level 
during the first 9 months of the year. 


“Mr. Hoffman is Statistician of the Bureau 
of Business Research. 
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The monthly index ranged from 9 to 
14 points below comparable figures for 
1953. The last quarter of 1954 wit- 
nessed a substantial rise in the index 
compared to the drop that occurred in 
the final months of 1953. By the end 
of the year, the index had reached 129 
percent of the 1947-49 level, and an 
upward trend seems imminent as we 
enter the first quarter of 1955. 

The steel industry, once a bulwark of 
our economy, has not been in a strong 
position during most of 1954. For the 
first 10 months, shipments of finished 
steel products totaled 52,485,000 tons 
compared to 68,599,000 for the same 
period in 1953. October shipments, 
however, were the highest since mid- 
year and gave promise of better things 
to come, considering the growing steel 
production necessary to meet the in- 
creasing manufacturing demand. Steel 
production at year-end was averaging 
about 82 percent of capacity compared 
to 61.8 percent in August, and the 
trend was upward. 

The construction industry has been 
a particular bright spot in the economic 
picture. In some months of 1954, resi- 
dential construction has been as much 
as 50 percent greater than during corre- 
sponding months of 1953. The results 
for the year indicate a near record 
number of |.2 million residential starts, 
topped only by the 1950 peak of 
1,396,000 units. 

Consumer spending and retail trade 
have also been strong supports in our 
economy during 1954, being close to 
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1953’s peaks. In fact, Dun and Brad- 
street estimated that retail sales in 
December totalled $17 billion—for a 
new all-time high. 

Consumer prices have been remark- 
ably stable during the past year. Dur- 
ing November, the Consumer Price 
Index of the Bureau of Labor Statistics 
stood at 114.6 percent of the 1947-49 
average, down 0.8 percent from the all- 
time peak in October 1953, and only 
12.6 points higher than in June 1950, 
just before the outbreak of the Korean 
War. Wholesale prices have also been 
quite stable. The Wholesale Price Index 
of the Bureau of Labor Statistics clung 
fairly close to 110 percent of the 1947- 
49 average, and appeared to finish the 
year at almost the same level as at the 
end of 1953. 

Agriculture was in a depressed con- 
dition during 1954 and probably will 
continue the same during 1955. Farm 
prices have been dropping since 1951 
because of increased production and 
decreased exports; the surplus problem 
has become, and will continue to be, a 
disturbing problem. The farm outlook 
continues to be not particularly bright 
for the coming year. As the Federal 
Reserve Bank of Chicago stated in its 
publication, Business Conditions, “Bur- 
densome supplies and relatively stable 
overall demand will continue as the 
dominant features of the agricultural 
situation in the year to come.” 

Michigan 

Employment and Unemployment— 
Wage and salary employment in Michi- 
gan, after a high point of 2.4 million in 
May 1953, dropped almost steadily to 


, 2.1 million in mid-September of this 


past year. Following automobile model 
changes in October there occurred the 
first employment upturn in over a year, 
so that year-end employment is ex- 


pected to exceed 2.2 million, just under 
the 1953 year-end level. 

Along with the employment picture, 
the statewide unemployment picture 
showed an increase from the low point 
of about 50,000 in May 1953 to an 
8-year high of 287,000 in September 
1954. By September, about 10 percent 
unemployment existed throughout the 
state, but not uniformly. Flint, Sagi- 
naw, and Kalamazoo were the least hit; 
Muskegon and Port Huron had more 
than 10 percent unemployed through- 
out most of the year; and the Detroit 
area reached more than 13 percent in 
October, with a substantial drop toward 
the end of the year. 

The unemployment problem was 
most severe in the manufacture of dura- 
ble goods (transportation equipment, 
metal products, machinery, etc.). It 
was unfortunate for Michigan that 
normally about 35 percent of its labor 
force is engaged in such manufacturing 
activity. The most depressed industrial 
group was the automobile and trans- 
portation field where the estimated 
employment dropped from 515,000 in 
December of 1953 to a low of 376,000 
in September of 1954. Employment in 
non-durable manufacturing, the various 
service industries, wholesale and retail 
trade, and government remained rea- 
sonably stable through the year, apart 
from normal seasonal fluctuations. 

With the Fall upturn in industrial 
activity, the employment picture is now 
at its brightest in over a year and a halt. 
Employment especially in the entire 
durable yoods field, has risen steadily 
during the final months of 1954. 

Automobile Production—With well 
over 20 percent of the state’s employed 
labor force normally engaged in the 
automotive field, any softness in this 
area will have a pronounced effect on 
the state’s economy, as Was apparent 
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from the employment record during 
1954. 

For the first 10 months of 1954, pro- 
duction and sales of new cars were be- 
low 1953 levels, with production in a 
definite trough during September and 
October. Production reached a low of 
59,300 during the fourth week of Octo- 
ber. With the introduction of 1955 
models, output has increased markedly; 
year-end weekly production figures in 
excess of 170,000 motor vehicles were 
the highest since April 1953. 

In spite of the set-back in 1954 pro- 
duction, a total of about 5.4 million 
passenger cars was produced—a figure 
exceeded only during 1950 and 1953. 
A part of the difficulty during 1954 
was doubtless the inventory carry- 
over resulting from 1953 production of 
6,122,000 passenger cars with sales of 
only 5,739,000 units. The carry-over 
of new unsold cars exerted a depress- 
ing influence on the automotive market 
during early 1954. Fortunately, such 
a situation does not exist as we enter 
1955. 

In view of relatively heavy produc- 
tion in recent years, a question in con- 
tinuing prosperity will be whether the 
industry can market over 5.5 million 
passenger cars during 1955. The highly 
competitive organizational pattern of 
the automobile industry is also a factor 
that should be carefully considered. 
What portion of the output will be 
allocated to the “Big Three” and to the 
“Little Three” and what results will 
come from the heavy promotional ex- 
penditures that accompanied the advent 
of the new 1955 models? The labor 
picture and the forthcoming contract 
negotiations will also bear watching, 
especially the question of the guaran- 
teed annual wage and other fringe 
benefits that are expected to be sub- 
jects for contract negotiation. 


Retail Trade—In Michigan as well 
as throughout the United States retail 
trade has been at surprisingly high 
levels during most of 1954. Retail sales 
tax collections in the state generally 
averaged about 2 or 3 percent off from 
corresponding months in most of 1953. 
The Christmas season, however, was 
exceptionally good in 1954. 

Department store sales throughout 
Michigan generally were off from 1953 
sales figures. The picture was not uni- 
form, however, throughout all areas of 
the state. In Lansing, for instance, 
department store sales for the first 9 
months of the year were 5 percent bet- 
ter than for the corresponding period 
in 1953; Detroit department stores, on 
the other hand, were 5 percent off dur- 
ing the same period. 


The Outlook for 1955 


The arrival of 1955 finds most 
government leaders, businessmen, and 
economists in a reasonably optimistic 
frame of mind. The generally rising 
business trend of the final months of 
1954 provides a background for a con- 
siderable amount of optimism, in con- 
trast to the general feeling of a year 
ago. Studies reported thus far indicate 
that 1955 will witness a business year 
that will exceed 1954's performance— 
although there is some doubt whether 
1955 can exceed 1953's record. 

The resilience of our economic sys- 
tem in the face of decreased defense 
spending and the threat of recession, 
the high and increasing level of indi- 
vidual savings, the continued popula- 
tion growth (with an indicated record 
number of 4 million births in 1954), 
the ever rising standard of living, and 
the constant advances in science and 
invention all point toward a long period 
of economic growth. 

A slight increase in employment 
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throughout the nation is a definite pos- 
sibility, but unemployment can also be 
expected to increase slightly since more 
persons will be entering the labor force 
than the number of newly created jobs. 
The gross national product (the value 
of all goods and services produced) 
should reach at least $360 billion, com- 
pared to the 1954 figure of $356 billion 
and the 1953 figure of $365 billion. 
Continued price stability also seems a 
reasonable expectation. 

Certain factors do exist that could 
disturb any forecast for the coming 
year. One is the possibility of major 
strikes in 1955 as pressure mounts for 
the guaranteed annual wage and other 


fringe benefits, especially in the im- 
pending contract negotiations in the 
automotive industry. The threat of a 
shooting war—although remote at this 
time—could also alter the picture. The 
problems of the automotive industry 
(discussed earlier) should also be kept 
in mind because of their importance 
to Michigan’s business life. 

The outlook for 1955, however, is 
an optimistic one. And with our con- 
stantly increasing population, rising 
standard of living, and improving tech- 
nology, the long-range outlook for 
greater markets is practically a cer- 
tainty for the years ahead. 


Do You Know These Michigan Towns? 


1. One of the oldest cities in the country, this has a French name that would 
lead you to think it was at the Straits. At one time in its history taxes were paid 
in beaver skins, and it was illegal to survey for additional houses. Once the 
community took modest pride in being the most beautiful city in America; today 
its boast is a grander one. Here is manufactured in enormous quantities a four- 
wheeled modern convenience too often employed as a lethal weapon. 

2. The founding of this community recalls the circumstances of the estab- 
lishment of Plymouth, Massachusetts, though these Pilgrims came in 1847 instead 
of 1620. Their stalwart national and religious qualities left a stamp on one of 
the most interesting of our cities. Burned to the ground three years after incorpo- 
ration, it was handsomely rebuilt with the aid of local sandstone. Diversified 
industry (some of it makes warm friends for the city) and a high level of civic 
pride distinguish it today. Have you visited the Tulpen Feest? 

3. No more passenger steamers for a pleasant trip to Chicago, but if you 
want to import cod liver oil from Norway, you can land it here. You can also 
swim on some of the state’s best beaches, inland or lakeshore, eat some of the 
best resort cooking, and buy blueberries as big as your head—well, almost. 
A good place for Indian relics. 

4. Now a pretty town frequented by artists and summer people, it has a 
roaring lumber-town past. The iron furnace once in operation produced a hand- 
some blue slag (actually synthetic azurite) which can still be picked up on the 
beach after a storm. So can smooth pebbles of buff-colored coral, indications 
that the town was once submerged in the ocean. 

5. One of the proudest of Indian tribes ended its tragic history here, leaving 
its name to the town. Later came pioneers of the steel industry to found the 
nation’s first steel analysis laboratory and the first Bessemer mill. Underlying 
salt beds contribute to the diversification of local industry. 


(For the answers, see page 18.) 
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Significant Changes in the Internal Revenue 
Code of 1954 Affecting Business Expenses 


And Deductions for Individuals and 
Corporations. 
By CECIL RINALDO UPHAM* 


This is the second of two articles by Dr. Upham 
designed to ease personal and corporate pain next 
April 15. If your returns are faulty, it won't be his fault. 


Employee’s Local Transportation 
Expenses—Under prior law, an em- 
ployee taking the standard deduction 
could deduct only the following trans- 
portation expenses: (1) Those incurred 
while away from home overnight, and 
(2) Those reimbursed by his employer. 
The reimbursement was, of course, 
includible income. 

The new code permits an employee 
a deduction for adjusted gross income 
of business transportation expenses 
excluding the cost of commuting to 
and from work. These expenses include 
only the cost of actually transporting 
an employee while he is not traveling 
away from home. They do not include 
meals and lodging. The expense can 
be incurred by the employee using his 
own car or one furnished by others. 
If the employee’s own car is used, 
expenses would include gas, oil, re- 
pairs, insurance and an allowance for 
depreciation. Transportation expenses 
furnished by others would include such 
things as taxi fares, bus fares, auto 
rental and other payments for trans- 
portation purchased by the employee. 


Business Expenses of Outside 
Salesmen 
Under the old law, an “outside 
salesman” who was an employee could 


*Mr. Upham is Associate Professor of 
Accounting, Michigan State College. 


deduct his expenses in connection with 
his employment in computing adjusted 
gross income only if the expenses were 
reimbursed or such expenses were 
“travel expenses”. The new law regards 
an outside salesman as an independent 
contractor and allows him deductions 
for adjusted gross income of expenses 
incurred in soliciting business for his 
employer, away from the employer’s 
place of business, whether or not such 
expenses are reimbursed. Such ex- 
penses include telephone and telegraph, 
secretarial assistance, entertainment, 
meals, split commissions, etc. 

An “outside salesman” as defined in 
the Code (Sec. 62(2) D) is an em- 
ployee who does selling away from the 
employer’s place of business. The 
employee must be engaged “princi- 
pally” in such outside solicitation. In- 
cidental activities at his employer's 
place of business, such as writing up 
and transmitting orders or spending 
short periods of time making or re- 
ceiving telephone calls, are permissible. 
If the principal part of a salesman’s 
duties consists of service and delivery, 
he will not be considered an “outside 
salesman”. A bread driver-salesman 
or a milk driver-salesman would not 
be an outside salesman. The definition 
does not include employees whose 
principal activity consists of selling at 
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the employer’s place of business but 
who incidentally make outside calls 
and sales. 

Under prior law the taxpayer had 
to decide whether to use the standard 
deduction or his business expenses in 
computing taxable income. Under 
present law he is entitled to both. The 
practical result is to reduce taxable 
income by as much as $1,000, and thus 
produce substantial savings in income 
taxes. 

Example: Assume that in 1953 and 1954 
John Rusk, an outside salesman, earned 
$25,000 per year and incurred telephone, 
telegraph, secretarial and entertainment 
expenses of $1,500 not reimbursed by his 
employer. Assume also that Rusk is mar- 
ried, has 3 children and no other expenses 
or deductions. 

In 1953 he had to choose between the 

standard deduction and itemizing his sales 

expenses. His taxable income for 1953 

would be computed as follows: 

Gross Income $25,000. 
Less: Sales Expenses $1,500. 
Exemptions 3,000. 4,500. 


$20,500. 
In 1954, the computation of taxable in- 
come would be as follows: 
Gross Income $25,000. 
Sales Expense $1,500. 
Standard 
deduction 1,000. 
Exemptions 3,000. 5,500. 


Taxable Income $19,500. 


Apportionment of Real Estate Taxes 


Under prior law the purchaser of 
real estate could not deduct any part 
of the real-property tax which had been 
a lien or the personal liability of the 
seller prior to sale. Under the new 
law, beginning with sales of real estate 
in 1954, the real estate tax deduction 
is to be apportioned between seller and 
buyer in accordance with the number 
of days in the real property tax year 
that each holds the property. Proration 


is required whether or not the seller 
and purchaser actually apportion the 
tax, and whether they are on the cash 
or accrual basis. 


Example (1): On April 1, 1954, J. T. Mack 
sold Ira Jones real property. The selling 
pirce was $80,000. On January 1, 1954, 
the annual property taxes of $4,000 be- 
came a lien on the property. The tax was 
not due until December 31, 1954. Jones 
paid the entire tax when due. Mack could 
deduct $1,000 (3 months) and Jones 
$3,000 (9 months). 


Section 1001 and 1012 of the Code 
provides special rules for computing 
the gain or loss on the sale of property. 


1. That portion of the tax imposed 
upon the purchaser is not con- 
sidered part of his cost, but that 
part of the tax paid by the pur- 
chaser and treated as imposed on 
the seller is considered part of the 
selling price and represents an ad- 
ditional cost of property to the 
purchaser. 

Example (2): Assume the same facts as in 
Example (1) above. The selling price for 
Mack and the cost to Jones is $81,000. 

2. The tax treated as imposed on the 
seller is not considered part of the 
selling price, but that part of the 
tax paid by the seller and treated 
as imposed upon the purchaser 
reduces the selling price and the 
basis of the property to the pur- 
chaser. 

Example (3): Assume the same facts as in 
Example (1) except that the tax was due 
January 15, 1954 and Mack paid the tax 
of $4,000 when due. The tax deduction 
for Mack is still $1,000 and for Jones 


$3,000. The selling price for Mack and 
the purchase price to Jones is $77,000. 


However, if purchaser and seller adjust 
the purchase price between them, 
neither the selling price to the seller nor 
the cost to the purchaser is affected 
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by the part of the tax paid by one 

party and deductible by the other. 
Example (4): Assume the same facts as in 
Example (1), except that Mack credits 
Jones with $1,000 representing that por- 
tion of the tax paid by Jones and deduc- 
tible by Mack. Mack is still entitled to 
deduct $1,000 and Jones $3,000. The sell- 
ing price to Mack and the cost to Jones is 
then $80,000. 


Depreciation 


Under the old law the most widely 
used method of depreciation was 
known as the straight-line method by 
which equal amounts of cost were 
charged off against income each year. 
Under the new law the straight-line 
method is continued and in addition 
the taxpayer may use the double de- 
clining-balance method; the sum-of- 
the-digits method, and “any other 
consistent method productive of an 
annual allowance which, when added 
to all allowances for the period com- 
mencing with the taxpayer’s use of the 
property and including the taxable 
year, does not, during the first two- 
thirds of the useful life of the property, 
exceed the total of such allowances 
which would have been used had such 
allowances been computed under the 
double declining-balance method” 
(Section 167 (b) of the Code). 

The double declining-balance rate 


of depreciation is determined by refer- 
ence to the straight line rate. If the 
useful life of an asset is five years, the 
straight-line rate is 20% and the 
double declining-balance rate is 40%. 
If the original cost of the property is 
$25,000, depreciation for the first year 
is $10,000 ($25,000 times 40%), 
depreciation the second year is $6,000 
(Unrecovered cost of $15,000 times 
40% ), and so on. 

Under the sum-of-the-digits method, 
the depreciation rate is a fraction, the 
numerator of which is the remaining 
useful life of the property at the be- 
ginning of the tax year, and the de- 
nominator of which is the sum of the 
years of useful life at acquisition. For 
example, an asset with a useful life of 
5 years, the denominator of the frac- 
tion each year will be 15 (1 + 2 + 3 
+ 4 + 5). The depreciation allowable 
for the first year would be 5/1 Sth of cost, 
for the second year 4/15, and so on. 

The table on the following page 
compares straight-line depreciation, 
double declining-balance depreciation 
and sum-of-the-digits depreciation for 
an asset costing $25,000 with an esti- 
mated useful life of 5 years. For such 
an asset, the straight-line method 
recognizes a rate of 20% applied to 
original cost each year; the double 


COMPARISON OF DEPRECIATION METHODS 


Straight-line 


Declining-balance 


Sum-of-the-digits 


Annual Cumulative Balance Annual Cumulative Rate Cumulative 
Year 20% amount (unrecovered deduc tion amount (fraction Annual amount 
deduction recovered cost) recovered of cost) deduction recovered 
1 $5,000 $ 5,000 $25,000 $10,000 $10,000 5/15 $8,334 $ 8,334 
2: 5,000 10,000 15,000 6,000 16,000 4/15 6,666 15,000 
3. 5,000 15,000 9,000 3,600 19,600 3/15 5,000 20,000 
4 5,000 20,000 5,400 2,160 21,760 2/15 2,667 22,667 
5 5,000 25,000 3,240* 1,296 23,056 1/15 1,333 25,000 


*If the property is in use beyond its estimated useful life, declining-balance depreciation 
continues until the property is scrapped. The unrecovered cost cannot be written off in the 
last year of the useful life expectancy. 
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declining-balance method recognizes 
a rate of 40% but applies the higher 
rate to the declining balance, that is, 
the unrecovered cost of the asset; the 
sum-of-the-digits method recognizes 
5/15th of original cost the first year, 
4/15th in the second year, and so on. 

It should be noted from the above 
table that double declining-balance 
depreciation and sum-of-the-digits de- 
preciation produce larger deductions 
in the early life of the asset than 
straight-line depreciation, and smaller 
deductions in the later years. 

Under the declining-balance method, 
not all of the cost is written off dur- 
ing the useful life of the property; if 
the property is used beyond the Sth 
year, depreciation deductions will con- 
tinue, and any part of the cost not 
written off will be recovered when the 
property is sold or abandoned. The 
sum-of-the-digits method permits both 
accelerated depreciation and full re- 
covery of original cost at the end of 
the useful life. 


Eligible Property — New 
Depreciation Methods 

Accelerated depreciation methods 
may be used only for tangible property 
having a useful life of 3 years or more. 
These methods apply to (1) “Property 
constructed, reconstructed, or erected 
by or for the taxpayer, where the work 
was completed after December 31, 
1953, and only to the part of the 
property's basis attributable to con- 
struction, reconstruction, or erection 
after December 31, 1953” and (2) to 
“any new property acquired after De- 
cember 31, 1953 provided the taxpayer 
(a) is the original user and (b) com- 
menced use after December 31, 1953”. 
(Section 167 (c)). 

Example (1): A warehouse building com- 

pleted by the taxpayer in 1953 and paid 


for in 1954 would not be eligible for 
accelerated depreciation. 
Example (2): A warehouse building started 
October 1, 1953 and completed March 1, 
1954 would be eligible for accelerated de- 
preciation to the extent of that part of 
the cost attributable to work done in 1954. 
Assuming the building was 3/5 completed 
in 1953, only 2/5 of the cost (the amount 
attributable to 1954 construction) can be 
depreciated under the accelerated method. 
Example (3): A new warehouse started in 
1954 or an addition made to an old build- 
ing in 1954 would be eligible for acceler- 
ated depreciation on the entire cost. 
Example (4): The cost of alterations to an 
old building purchased in 1954 would be 
eligible for accelerated depreciation but 
the original cost of the building would not 
be eligible. 
Example (5): A new machine purchased 
in 1954 but manufactured in 1953 would 
be eligible for accelerated depreciation 
since the purchaser is the original user of 
the machine, but if the purchaser acquired 
machinery in 1954 that had previously 
been rented by the seller, no part of the 
purchase price would be eligible. Used 
or reconditioned machinery is not con- 
sidered new machinery and is therefore 
not eligible for accelerated depreciation. 
Organizational Expenditures 
Under prior law organizational ex- 
penditures were deductible only in the 
year of dissolution, unless their useful 
life was determinable by reference to 
a limited term of existence specified in 
the corporate charter, in which case 
they could be amortized over their 
useful life. Under the 1954 Code cor- 
porations may elect to treat these ex- 
penditures as deferred costs and amor- 
tize them ratably over the future. The 
minimum period of amortization is 60 
months and amortization must begin 
with the month in which the corpora- 
tion begins business. The election ap- 
plies only to expenditures incurred after 
the date of the enactment of the 1954 
Code (August 16, 1954), and must be 
made no Jater than the time for filing 
the return for the taxable year. 
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For the purpose of amortization, 
organizational expenditures are those 
expenditures which are directly inci- 
dent to the creation of the corporation. 
They would include expenditures for 
legal services to obtain the charter, fees 
paid to state of incorporation, and ex- 
penses of temporary directors. Ex- 
penditures incurred in issuing shares of 
stock, such as commissions, profes- 
sional fees, and printing costs are a 
reduction of the proceeds derived from 
the issue. These expenditures must be 
capitalized, or charged against the 
paid-in capital account. 


Deductions Allowed for Additions to 
Reserves—Under the old law no deduc- 
tions were allowed by way of additions 
to reserves except for depreciation and 
bad debts. The 1954 law permits ac- 
crual-basis taxpayers a deduction for 
estimated expenses by way of additions 
to reserves if certain conditions are 
satisfied. These conditions are: (1) The 
expense must be related to income 
taxed during the year (except for cor- 
rections or adjustments of previously 
established reserves); (2) The taxpayer 
must be able to prove that the expense 
can be estimated with reasonable accu- 
racy; and (3) The expense must be 
one that would otherwise be deductible 
in a later taxable year. Any amount by 
which a reserve is found to be excessive 
at the end of taxpayer's fiscal year is 
taken into consideration in establishing 
the addition tp the reserve at the end 
of the year. 

The reserve method of deduction for 
estimated expenses can be adopted 
without the consent of the Treasury 
Department for the first taxable year 
beginning after December 31, 1953 and 
ending after August 16, 1954, provided 
election is made no later than the time 
for filing returns for the taxable year. 


The statement filed with the return 
should show: (1) method of account- 
ing used; (2) nature of estimated ex- 
penses; (3) period over which liability 
on each class of contracts exists; and 
(4) schedule showing how amount 
of estimated expense was computed. 
After the first taxable year, the reserve 
method can be adopted at any time 
with the consent of the Treasury Depart- 
ment. 

The election applies to all estimated 
expenses of the trade or business for 
which the election is made, and requires 
that a separate reserve be established 
for each deduction placed upon a re- 
serve basis. Examples of the items that 
may be placed upon a reserve basis are 
sales returns and allowances, cash dis- 
counts to customers, freight allowances, 
vacation pay, repairs and replacements 
on guaranteed contracts, and any other 
item that can be estimated with a rea- 
sonable degree of accuracy based upon 
statistical experience of the taxpayer or 
of other taxpayers in similar circum- 
stances. The election cannot be made 
for expenses of a contingent or con- 
tested nature or for items for which 
there is no reasonable certainty of the 
amount involved. 


Double Deduction for 1954—For 
years prior to 1954 a taxpayer could 
not deduct a reasonable addition to a 
reserve for an estimated expense. The 
deduction was taken in the year in 
which the expense was actually in- 
curred. If the election is made under 
the 1954 law, a double deduction will 
result in 1954. 


Example: Assume that the Jones Company 
had merchandise sales of $30,000 in 1953 
and $35,000 in 1954 and that merchandise 
returned in 1954 applicable to 1953 sales 
amounted to $900 and merchandise re- 
turned in 1955 applicable to 1954 sales 
amounted to $1,000. If Jones did not 
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make the election, he would report net 
sales in 1954 of $34,100 ($35,000, 1954 
sales less $900, the actual returns on 1953 
sales). If Jones elects the reserve method 
for 1954, he would report for 1954 net 
sales of $33,100 ($35,000, 1954 sales less 
$900, the actual returns on 1953 sales; 
less $1,000, the anticipated returns in 1955 
from 1954 sales). In 1955 Jones would 
not be allowed to deduct the $1,000 re- 
turns in 1955 applicable to 1954 sales but 
he would be allowed to deduct an addi- 
tion to the reserve for anticipated returns 
in 1956 from 1955 sales. 


Net Operating Loss—Under the old 
law, a net operating loss could be car- 
ried back one year and forward for five 
years. For taxable years ending after 
December 31, 1953, a net operating 
loss may be carried back two years, 
instead of one year. The carryover 
period continues to be five years. If 


the taxable year straddles 1953-1954, . 


proration of the net operating loss will 
be required in accordance with sec- 
tion 172 (f) of the Code. 

Under the new law, all taxpayers 
are entitled to include losses from the 
sale of business assets in computing the 
net operating loss. Under prior law 
such losses were includible by corpo- 
rations only. It is now expressly pro- 
vided that any gain or loss from the 
sale or other disposition of depreciable 
property or of real estate used in the 
trade or business shall be treated as 
applicable to the trade or business, in 
the case of a taxpayer other than a 
corporation. All losses of corporations 
are regarded as losses from operation 
of the trade or business. 

Important changes have been made 
with regard to the adjustments that 
must be made of the net operating loss 
for taxable years ending after Decem- 
ber 31, 1953 in the computation of the 
amount of the net operating loss carry- 
over or carryback. First, tax-exempt 
interest does not increase income. Sec- 


ond, the excess of percentage depletion 
over depletion based upon cost is not a 
required adjustment of expense. Third, 
the dividends-received deduction (in 
case of a corporation) is permitted in 
full. Nonbusiness deductions cannot 
exceed nonbusiness income, but the 
excess of nonbusiness income over 
nonbusiness deductions must be used 
to reduce the net operating loss from 
the trade or business. This later pro- 
vision is the same in the new law as in 
the old one. A debatable question 
under the old law which does not ap- 
pear to be clarified under the new Code 
is whether the earnings of an individual 
from outside employment are nonbusi- 
ness income which must be used to 
affect nonbusiness deductions. 


Example (1): T. Orkpin has a net loss of 
$15,000 from the operation of his retail 
store as shown by Schedule C of his 1954 
return. His other income included a salary 
as an employee of the Stone Company of 
$7,200; Dividends totaling $400; and $250 
interest on municipal bonds, and net oil 
royalties of $1,305 ($1,800 less % deple- 
tion; cost depletion was $300). Nonbusi- 
ness deductions amounted to $1,500 (ex- 
cluding depletion). Orkpin’s net operating 
loss carryback would be computed as 
follows: 


Net loss from business $15,000 
Nonbusiness income: 
Salary $7,200 
Dividends 
($50 excluded ) 350 
Oil royalties 
($1,800 — $495) 1,305 
$8,855 
Nonbusiness deductions 1,500 7995 
Net operating loss carryback $ 7,645 


Under the law in effect for 1953 the 
computation shown above would be 
altered as follows: (Assuming same 
facts and all income and deductions 
pertain to the year 1953). 
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Example (2): 


Net loss from business $15,000 
Nonbusiness income: 
Salary $7,200 
Dividends 400 
Oil royalties 
($1,800 — $300) 1,500 
Interest 250 
$9,350 
Nonbusiness deductions 1,500 7,850 
Net operating loss carryback $ 7,150 


It should be understood that the 
1954 net operating loss will be com- 
puted under the 1954 law. When this 
loss is carried back to 1952 or 1953, 
the law applicable to those years will 
be applied in the determination of the 
adjustments to be made for those years. 
A loss sustained in 1953 and carried 
forward to 1954, will be computed 
under the law applicable to 1953 but 
adjustments of this loss in 1954 will 
be computed under the 1954 law. 


Bad Debts - Individuals—Business 
bad debts are fully deductible and non- 
business bad debts are short-term capi- 
tal losses. This was the rule under the 
old law and is continued under the new 
law. Under the new law a business bad 
debt of a taxpayer other than a corpo- 
ration does not cease to be a business 
bad debt when the taxpayer discon- 
tinues his trade or business and is, 
therefore, deductible in full. Under the 
old law, the bad debt was considered 
to be a nonbusiness bad debt after the 
taxpayer had discontinued his trade or 
business and, therefore, treated as a 
short-term capital loss. Under prior 
law the character at time of worthless- 
ness controlled; under the present law 
character at time of creation governs. 

Business bad debt treatment has also 
been extended to a payment made by 


a noncorporate taxpayer in discharge 
of his obligation as a guarantor or en- 
dorser of a noncorporate obligation, 
the proceeds of which were used in the 
borrower’s trade or business. The pay- 
ment made by the endorser is regarded 
as a business bad debt in the year in 
which the obligation of the borrower 
to the creditor became worthless. 


Installment Sales—Under the prior 
law real property and casual sales of 
personal property sold on the install- 
ment basis required some payment in 
the year of sale. Under present law, no 
payment is necessary in the year of 
sale. The old rule that the initial pay- 
ment cannot exceed 30% of selling 
price is still retained in the new law. 

The old law required a dealer who 
changed from the accrual to the install- 
ment method to pay a double tax on 
income from prior years’ sales. Under 
the accrual method the full profit was 
reported in the year of sale but part of 
it had to be reported again as collec- 
tions were made. To avoid double 
taxation of income an adjustment is 
permissible. The adjustment consists 
in a reduction of the tax for the year 
in which the amount is included a sec- 
ond time. The reduction is the lower 
of (1) the tax attributable to the inclu- 
sion of the amount in the first year it 
was included in income and (2) the 
tax attributable to the inclusion of the 
amount in the second year it was in- 
cluded in income. The tax attributable 
to an amount in (a) or (b) above is 
the portion of the tax for the year 
which the amount bears to the gross 
income. 


Example: Assume the following facts for 
a noncorporate taxpayer switching from 
the accrual to the installment basis in 
1954. 
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1953 1954 Adjustment for 1954 
Gross 
profit on Tax attributable to 1953 inclusion 
install- $12,000 2 
ment = — X 4,600 = $1,840.00 


sales $20,000. $16,000. 1954 sales $30,000 5 
12,000. 1953 sales Tax attributable to 1954 inclusion 
Other $12,000 1 
income _ 10,000. 8,000. = — X 5,660 = $1,886.67 


$36,000 3 
Gross 
1954 T duced by | f ab t 
income $30,000. $36,000. 
1954 Tax as computed above $5,660. 
Taxable Reduction by double inclusion of 
income $18,000. $21,000. 1953 income 1,840. 
Tax 


liability $ 4,600. $ 5,660. 1954 Tax payable $3,820. 


HELP FOR THE HOME PURCHASING AGENT 


According to a recent study of the Institute of Life Insurance, more women 
than men write the family checks. This is especially true in younger families; 
the change in the social picture is probably a result of the war. The following 
books will be helpful to your family finance manager: 


What Every Woman Should Know About Finance, by Mabel Raef Putnam; Scribners’, $3.50. 
A study of investments, from the small savings account to the large issues of national 
monetary policy. 


Finance Folder, published by Changing Times, 1729 H St., N.W., Washington 6, D. C., $.75. 
Four booklets on borrowing, small-scale investing, insurance and family money man- 
agement, authorized by the American Association of University Women, as a supple- 
ment to the following: 


Money Management Portfolio, published by the American Association of University 
Women, 1634 I St., N.W., Washington 6, D. C., $1.35. 


Money Management, Your Clothing Dollar, published by the Household Finance Corpora- 
tion, Consumer Education Department, 919 N. Michigan Avenue, Chicago 11, II. 
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TOTAL SITUATION: MANAGEMENT'S 
BLINDSPOT 


By EUGENE E. JENNINGS* 


Everyone gets so close to his job that all he can see sometimes 
is the details. Failure to see the forest for the trees is especially 
dangerous in business enterprises, and the larger view is a constant 
concern for enlightened management. In this article, Dr. Jennings 
exhibits the problem and discusses some of the solutions that have 


been found. 


There has been a growing feeling 
among advanced thinkers on manage- 
ment problems that something vital is 
missing in the typical organization. 
That missing something is the view of 
the Total Situation. Among those rec- 
ognizing this problem is the distin- 
guished scientist Dr. Vannevar Bush, 
President of Carnegie Institute. He 
speaks of the Total Situation problem 
as management’s blind spot, which is 
an apt description. 


The Total Situation Defined 


What is meant by “the Total Situa- 
tion”? It means simply that with re- 
spect to a problem calling for decision, 
a person making the decision has an 
adequate grasp of the full activities of 
persons in other departments of the 
enterprise and his own and the view- 
point of others concerned. This is 
nothing mysterious: in fact it is rather 
obvious. Nevertheless it is a common 
lack in today’s administration of busi- 
nesses. The need is indicated by John 
McCaffery, President of the Interna- 
tional Harvester Company. He points 
out that acquiring men to run a cer- 
tain section or department is no great 
problem, but it is very difficult to find 


*Dr. Jennings is Associate Professor of 
General Business and Continuing Education, 
Michigan State College. 


men who have wider knowledge and 
enough background to be able to run 
a whole group of things. Or as Peter 
Drucker comments, there is an increas- 
ing demand for people who are able 
to take in a great area at a glance, 
capable of seeing the forest rather than 
the trees. 

A very simple actual example is this: 
A manufacturing executive of a Phila- 
delphia company had tried for many 
months to get a plating specialist in the 
plant to divulge a secret to him. This 
man while in the plant had developed 
a critically important new technique 
but which he claimed no one else could 
understand. One plea after another 
failed to budge this worker, all refer- 
ting to the great importance of the 
process to the success of the company. 
Eventually it dawned on the executive 
that his trouble was failing to see the 
man’s needs as well as the company’s. 
He then informed the plating specialist 
that he would be in charge of a new 
$30,000 machine as well as his old 
job. With his security and ego needs 
satisfied, the man soon volunteered to 
train two other men in the secret proc- 
ess and became a highly cooperative 
employee. Thus when the total situa- 
tion was recognized, the executive soon 
found a correct answer. 
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Specialization Conflicts — Modern 
business has increasingly been using 
specialists and most managements to- 
day are based on specialization. Spe- 
cialization has its obvious great benefits, 
but should an executive’s success today 
be judged solely on how well he under- 
stands his own department? The view 
increasingly held today is that it is 
equally important that the executive be 
able to see the overall effects of his 
actions on the business and that his 
department contribute to the overall 
success of the company. The world of 
the specialist is a narrow one, John 
McCaffery points out, and it tends to 
produce narrow human beings who 
would cause inefficiency in the overall 
enterprise. 

With management becoming increas- 
ingly complex, the point of diminishing 
returns has been reached in regard to 
the advantages accruing from consider- 
ing efficiency from a purely depart- 
mental viewpoint. Some thinkers on 
scientific management believe that man- 
agement should no longer consider its 
problem in such categories as adminis- 
trative or psychological but rather as 
human problems with financial, admin- 
istrative and psychological aspects. 
There is certainly a danger in using 
set terms for individuals in the com- 
pany so that one is an engineering man, 
another a purchasing man, etc., in the 
implication that each man should stick 
to his own department and pay little 
attention to anything else going on in 
the company. This view has gone be- 
yond the stage of mere theory, for 
earnest attempts are being made to get 
out of the rut of departmentalization 
and to put all executives in the vantage 
point of understanding all aspects of 
the management situation. 


Methods of Broadening 


It must be granted that every organi- 
zation must be composed largely of 
specialists of many types. There are 
a number of possible remedies that 
might be used to broaden the special- 
ists so that they can comprehend the 
Total Situation. Here are several of 
the types of remedies being used by 
some of our leading corporations: 

Comprehensive Conferences—Each 
month the American Telephone and 
Telegraph Company has a group of its 
executives from around the country 
check into a New York hotel. Here 
these men have a four-week session on 
problems of a broad nature preparing 
them to understand that company’s 
total situation as they direct their 
departments scattered across the coun- 
try. Likewise, General Electric Com- 
pany has been carrying out such an 
intra~company training program in New 
York so that its executives will have 
broad views on labor relations, eco- 
nomic conditions, and business trends. 
Similarly Congoleum-Nairn, Incorpo- 
rated has an annual meeting of its 
executives so that they can see the total 
picture and make their decisions in line 
with the whole situation. 


Hyphenation — One of the things 
that business can do to overcome over- 
specialization is hyphenation. Exam- 
ples of hyphenated positions are me- 
chanical-chemical engineers, socio- 
economists, personnel - psychologists 
and electrical-chemical engineers. Lead- 
ing companies in the chemical and the 
aircraft industries are going in strongly 
for hyphenation, developing a specialist 
in one line into a man combining ade- 
quate backgrounds in two related fields. 
Such breadth is added by companies 
including Lockheed Aircraft and Esso- 
Standard Oil through job rotation. Else- 
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where junior executives are being given 
such needed breadth by acting as assist- 
ants to an executive in one field and 
then in another. 


Committee Management—The mod- 
ern version of committee management 
as developed most extensively in Gen- 
eral Motors Corporations is another 
means whereby executives can come to 
bring the total situation to bear upon 
their problems. Somewhat similar is 
the method of McCormick and Com- 
pany, which they call Multiple Man- 
agement, in which the decision-making 
process is carried out in a conference 
type of situation. 


Decentralization — As authority is 
decentralized among the branches or 
plants of an enterprise, this is another 
means whereby breadth is developed 
among its executives. Both diversifica- 
tion of products and of authority will 
create opportunities for more people 
to figure in high-level decision making 
and thereby broaden them. Both Sears, 
Roebuck and Company and Interna- 
tional Harvester Company point out 
this benefit from their decentralization 
programs. 


The Entire Personnel 


The need for appreciating the total 
situation is not confined entirely to the 
higher rungs of management. In fact 
employees on the supervisory level and 
working on the line also have to make 
decisions and errors will result if they 
do not see the Total Situation. A re- 
cent and striking example took place in 
connection with the Studebaker Com- 
pany when it revealed to the union 
negotiators its critical competitive dis- 
advantage in wage rates and the com- 
pany’s general situation and asked that 
the workers take a considerable pay 


cut. The workers were not prepared, 
and when the proposition was sub- 
mitted to the workers they rejected it 
despite the fact that it would mean the 
probable end of their jobs. Then man- 
agement realized that the workers were 
very poorly informed on the whole situ- 
ation and made desperate appeals and 
furnished them with considerable infor- 
mation on the company’s situation. 
When the informed workers voted on 
the proposal the second time, they ap- 
proved it. In fact a few weeks later they 
turned out in droves to attend a “Good 
Luck to Studebaker-Packard Corpora- 
tion” celebration. This amazing dem- 
onstration of loyalty toward manage- 
ment shows how a little informed effort 
goes a long way. 

Many other companies are recog- 
nizing the need for informing the 
workers. Thus A. B. Dick Company 
has been putting on large production 
exhibits for employees to see the total 
results of their efforts. Brown and 
Bigelow brought together its supervisors 
to show them all phases of the com- 
pany’s operation and its problem areas, 
which they in turn would show to the 
workers. Armstrong Cork knows that 
selling begins in the factory and shows 
its employes how the various buyers 
use Armstrong products. Nash-Kelvi- 
nator holds Town Hall metings where 
workers view company production fig- 
ures, products and new product ideas 
and learn of company programs from 
top-level viewpoints. 

Another means of securing breadth 
was recently tried by Olympic Radio 
and Television Company. The foremen 
exchanged jobs with other members of 
management and other foremen. The 
idea was to give each one an opportu- 
nity to see the others’ problems from 
the inside. Each foreman wrote a 
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report embodying his ideas for improv- 
ing the other man’s job, to the great 
benefit of all concerned. 

The total situation problem is no 
ordinary communication problem and 
no mere top-level procedure. It is a 
problem encompassing everyone in the 
company. The more the members of 
the organization keep the whole organi- 
zation aspect in mind, the more correct 
will be their decisions and the higher 
the morale. 


Further Readings on This Topic 


The following articles and pamphlets pro- 
vide material for those who wish to go into 
this problem further: 


Fortune, May 1952, pp. 70 et seq. 
Fortune, May 1953, pp. 84 et seq. 
Fortune, September 


Modern Industry, June 15, 1952, p. 89; 
Jan. 15, 1953; March 15, 1953. 


Business Week, April 26, 1953, p. 60. 
Business Week, January 30, 1954, p. 110. 


Management Review, August 1953, p. 593; 
May 1954, pp. 299-300. 


American Business, December 1953, pp. 
18-19; May 1954. 


Harvard Business Review, January 1950, 
pp. 61-73. 


“How We Are Trying to Stabilize Jobs”, 
Commerce, June 1954. 


ANSWERS TO “DO YOU KNOW THESE MICHIGAN TOWNS?” 
(From page 6) 


1. Detroit; 2. Holland; 3. South Haven; 4. Leland; 5. Wyandotte. 
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ANNEXATION OF FRINGE AREAS: THE 
COOPERATIVE APPROACH TO A 
COMMUNITY PROBLEM 


By HARRY R. HALL* 


This challenging article on a critical civic question describes 
how one middle western Chamber of Commerce helped its metro- 
politan community tackle a problem. As more and more of our 
own cities become involved in the results of rapid growth, the 
experience of Dayton’s public-spirited Chamber will be useful to us. 


What has been done in Dayton in 
this perplexing and sometimes frus- 
trating problem of fringe area annexa- 
tion is only a beginning, and progress 
has been slow. The fact that a simple 
report can be made on such a complex 
problem indicates that so far not a great 
deal has been accomplished. However, 
a report may be timely, I believe, since 
this is one of the most urgent problems 
facing any growing community today. 
There is no formula that can be offered, 
to be sure, nor any panacea, for there 
is no one answer to your problem,. or 
to mine. 

Dayton’s approach may be inappli- 
cable to your state and local situation, 
but the idea set out in the subtitle, “The 
Cooperative Approach”, is most appro- 
priate to any such situation, because 
only through a cooperative approach 
by all elements in the community can 
you expect any action on the fringe 
area problem—and even then it takes 
careful planning and a well-organized 
program adapted to the local needs, 
local attitudes and local resources. The 
particular approach we used in Dayton 
is hence explicable in terms of our local 
conditions. It will be necessary to 


*Mr. Hall is Executive Vice President of 
the Dayton, Ohio, Chamber of Commerce. 


sketch Dayton’s background to make 
the action understandable. 


Dayton: Its Health and Its Disease 


Dayton, Ohio is a prosperous, thriv- 
ing, self-reliant midwestern city. Its 650 
diversified industries require a high 
percentage of skilled workers. The 
average industrial wage is first in the 
state, one of the best in the country. 
Employment is high. Labor relations 
are good. Sixty-five per cent of the 
residents own homes, as compared to 
the national average of fifty-five per 
cent. Citizens generally are industrious, 
civic minded and public spirited. Busi- 
ness men support community projects, 
participate in community affairs. A city 
manager-commission form of govern- 
ment has given.Dayton a national repu- 
tation as one of the best governed cities 
in America. Its credit is Triple A. Life 
is good in Dayton, and continues to 
get better as Dayton progresses with 
America. 

Yet Dayton is beginning to suffer 
from a common modern municipal 
malady, easy to diagnose but hard to 
cure. The infection spreads rapidly 
once it has started. Although the pa- 
tient is doing well, the long range 
prognosis indicates gradual deteriora- 
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tion of the body politic unless proper 
precautions are taken. This disease I 
term Creeping Fringevitis, or Gallop- 
ing Fringevitis in its later stages. The 
symptoms are readily recognized: grow- 
ing pains accompanied by shortness 
of breathing-space, extensive encircling 
urbanization outside city limits, choking 
off further city growth and causing a 
self-lacing, no-stretch community corset 
that tightens progressively as the out- 
side areas grow. Separate incorpora- 
tion sores break out around the outer 
surfaces. 


Creeping Fringevitis—The problems 
created by this creeping fringevitis 
make the unrealistic boundary lines 
separating city and adjacent urbanized 
area obsolescent. The inevitable result 
is overlapping responsibilties, divided 
authorities, wasteful use of manpower 
and duplicating government units, in 
many cases working in jealous opposi- 
tion to one another, and fighting for 
their separate shares of the tax dollar. 

Look at Montgomery County, of 
which Dayton is the county seat. The 
county covers an area of 465 square 
miles, and has a population of 439,500. 
Dayton corporate population is 275,- 
000. Population of metropolitan Day- 
ton, the contiguous urbanized area, 
exceeds 350,000. This would seem to 
be a fairly simple area to govern, but 
Montgomery County has 74 separate, 
independent, uncoordinated govern- 
mental units. The Dayton urban area 
alone has two cities, two incorporated 
villages, a large part of five townships 
and seven separate school districts. For 
40 years Dayton has been blessed with 
honest, dedicated public officials. The 
73 other governmental units, in most 
cases, have well meaning, sincere, con- 
scientious Officials. But the Balkanized 
system under which they are forced to 


govern makes it impossible to get the 
highest degree of operational efficiency 
or maximum service at minimum cost. 
With all due credit to commendable 
cooperative expedients for functional 
unity in some activities, the legal tech- 
nicalities and unnecessary duplications 
prevent the orderly development de- 
sired. This is true in any metropolitan 
area regardless of size. 


Costly Duplication—For example, 
there can be no intelligent planning for 
residential, commercial and industrial 
growth except on an area basis. Streets, 
expressways and highways require re- 
gional development if they are to meet 
present-day bumper-to-bumper traffic 
needs. Mass transit systems are find- 
ing it increasingly unfeasible to oper- 
ate with conflicting regulatory ordi- 
nances in multiple government bodies 
in the same service area. Police pro- 
tection, fire control and emergency 
ambulance service are hampered, with 
costly duplication by artificial lines of 
jurisdiction. School financial problems 
are multiplied because of different dis- 
tricts in natural drawing areas. Sensible 
housing codes and slum clearance pro- 
grams are rendered ineffective if fringe 
sections are uncontrolled. Water con- 
servation programs cannot stop at the 
corporation line. Water supply, sewer 
systems and garbage collection services 
would function more effectively if cen- 
trally supervised, under a_ uniform 
policy. 


Fringees: Worthy But Voiceless— 
Many of the leading business and pro- 
fessional citizens live in these fringe 
areas. They earn a living in the city. 
They use city services. They pay no 
taxes, except in cities resorting to the 
city income tax as Dayton has done. 
These worthy fringees have no voice in | 
city government. They are not eligible 
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for public offices. The core city is 
thereby weakened. The limited tax 
base of the fringe area results in low 
grade services, at high per capita cost. 
Shopping centers out where the new 
growth is pay no taxes to the city, yet 
take business from it. And so it goes, 
with problems increasing in proportion 
to the extent, speed and spread of this 
frustrating fringevitis. 


Is Annexation the Answer? 


These problems are familiar to most 
growing cities. A few have been able 
to do something about them. Others 
have been able to do little more than 
to retard the spread without effecting a 
cure. Of course, there are cures: one 
is annexation. But in most states this 
is a long, uncertain approach depend- 
ent upon archaic, obsolete, impractical 
laws cut to a pattern of pioneer days, 
and maintained with little modification 
by rurally dominated legislatures. Again 
I use my own state and city to illus- 
trate the point. There are two methods 
of annexation in Ohio. One is by elec- 
tion. This method requires the city to 
originate the action by ordinance. A 
map and description of the area to be 
annexed must be sent to the county 
commission. The county commission 
sets up an election in the given area at 
the next general election, since the law 
makes no provision for a special one. 
The entire township votes on annexa- 
tion even though only a portion of it 
may be involved. If the issue is de- 
feated the question cannot be con- 
sidered again for five years. This 
method is so cumbersome, restrictive 
and unworkable that it has been used 
but three times since its latest township 
trustee-sponsored modification in 1947. 
All the elections were lost. 


Petitioning 


The other method is by petition of 
the majority of the resident freeholders 
in a given area. This petition must be 
submitted to the County Commission- 
ers, who are required to set a public 
hearing 60 days from the date of filing 
the petition. During this period names 
can be withdrawn or added. At the 
hearing the commission has the au- 
thority to approve or reject the request, 
regardless of the percentage favoring 
annexation. One of our areas with 85 
per cent of the resident freeholders 
petitioning was disapproved, purely on 
the momentary whim of the county 
commissioners. It was about this time 
that the Chamber of Commerce be- 
came alarmed at the negative attitude 
of public officials, the complete mis- 
understanding of the public and the 
appalling general apathy to the long- 
range implications of this problem. 
The Chamber adopted an official policy 
on annexation, and a positive step-by- 
step program was organized. 

Recognizing that orderly, progres- 
sive development requires continuity 
of leadership, adequate organizational 
facilities and technically competent 
guidance, a staff specialist was assigned 
to handle the program for the Cham- 
ber, which is the organization that has 
forwarded the drive toward intelligent 
action. As evolved through experience, 
the steps taken by the Dayton Chamber 
of Commerce toward annexation of an 
area follow this sequence: 

1. Where needs exist that arouse 
annexation sentiment, a meeting is held 
with interested parties to explain what 
must be done to initiate proceedings 
and how the Chamber of Commerce is 
prepared to assist. (It should be noted 
that citizens often do not understand 
the necessary procedure). 
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2. Resident freenolders must choose 
responsible leaders to spearhead the 
drive. This is mandatory to obtain 
Chamber of Commerce assistance. The 
first two areas involved under this pro- 
gram were lost because of poor leader- 
ship. The Chamber goes into this step 
very thoroughly with the group by 
checking on the proposed leaders’ 
positions in the community, since lead- 
ership here, as in any other community 
organization program, is of primary 
importance in attracting a competent 
corps of workers. 

3. Volunteer resident workers make 
a survey of the area, checking every 
house. Information obtained includes 
the name, address and telephone num- 
ber of the resident and whether he 
favors, opposes or is undecided about 
annexation. When a school problem 
is involved the number and ages of 
school children are secured. The survey 
is analyzed by the Chamber and lists 
are prepared for a study of county 
records. Thus it is determined whether 
sufficient sentiment for annexation 
exists to warrant further effort. 

4. With the cooperation of city and 
county officials, the exact area is de- 
fined. Maps and description of the 
territory are prepared along with the 
petition forms. Of course it is very 
important to establish a clearly defined 
area. 

5. Each name on the survey sheets 
is checked against county records to 
determine the number of property 
owners. 


6. County records are checked to 
determine the number of resident free- 
holders in the area and to know who 
actually are eligible to be included. 

7. A list of mandatory services 
after annexation is obtained from each 
city department. A time schedule is 


determined for additional services or 
improvements. The same is received 
from the School Board when schools 
are involved. These agreements are 
placed in writing so that copies can be 
circulated at the right time. Thus there 
is avoided any misunderstanding as to 
what services are promised to the area, 
and there is also less basis for the 
voters being misled by rumors. 

8. When resident freeholders have 
been determined, the tax valuation and 
all assessments on each property are 
copied from county records. 


9. A brief is prepared showing 
comparative costs for each resident 
freeholder before and after annexation. 
This is essential to counteract misin- 
formation on the high cost of entering 
the city. (One of the greatest talking 
points of those opposed to annexation 
is that it will cost more in taxes to be 
included in the city.) Lowering of 
insurance rates and other costs have to 
be brought out. 

10. Petitions are prepared for dis- 
tribution to workers. 


11. The first letter is prepared to 
be mailed to each adult resident free- 
holder one day in advance of scheduled 
calls for obtaining signatures. 

12. On the day of mailing a brief- 
ing meeting with all workers selected 
to solicit signatures is held. Detailed 
instruction on procedures is given. 
Specific territories are assigned. Selling 
points are outlined. Answers to ques- 
tions obtained on the earlier survey 
are discussed. Time schedules are set 
and deadlines emphasized. 

13. When petitions have been turned 
in they are reviewed for accuracy and 
completeness. The necessary legal 
documents are prepared. (It is a wise 
move to hire lawyers who live in the 
area involved.) Plans are made for 
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Official presentation to the county com- 
mission. 

14. After the county commissioners 
have accepted the petitions there is a 
60-day waiting period before an official 
hearing. A series of letters is prepared 
and mailed to each signer to keep him 
advised of progress, to present more 
details on what to expect in actual city 
services, particularly as related to the 
problems peculiar to the area and to 
answer opposition arguments that are 
used to encourage withdrawal of names 
from the petition. This is a critical 
point, for now comes a psychological 
let-down for the annexation workers. 
During this period there is likely to be 
a resurgence of rumors and anti-an- 
nexation sentiment. 


15. Necessary legal advertising is 
written and published. When necessary 
the Chamber pays for this advertising. 


16. Briefs are prepared for public 
hearing. During the waiting period 
preceding the public hearing, the 
county commissioners are provided 
with all the facts that have a bearing 
on the case. Both the staff specialist 
and legal counsel participate in the 
hearing. 

17. When the petition is approved 
there is a 60-day waiting period before 
the area can be accepted. Formal 
welcoming ceremonies are arranged 
for the day of acceptance in the most 
appropriate location within the con- 
fines of the new area. A Chamber of 
Commerce official presides. The elected 
and administrative city officials are 
present. Usually there is evidence of 
the new city services prearranged and 
timed exactly on the minute of formal 
city action. This dramatic immediacy 
of starting the city’s services in the 
new area is of great importance: it 
proves that civic promises are kept, and 


facilitates the next unification move in 
another area. 


18. The Chamber of Commerce 
keeps in close contact with the new 
area to be certain that commitments 
on mandatory and promised services 
are kept. The Chamber continues to 
serve as the liaison for any problems 
between the area and the public office 
concerned. 

This program has been in effect for 
approximately four years. During that 
period seven areas have been annexed. 
They comprise approximately four and 
a half square miles, 3,000 acres and a 
population of 18,500 at the time of 
annexation. Pending and_ potential 
areas show a growing trend and senti- 
ment toward annexation. 

This record is not impressive when 
compared to Houston, which took in 
100,000 people at one time, or San 
Antonio, Atlanta and Richmond, and 
a few other cities operating under 
different laws that make annexation 
easier. It does illustrate progress that 
would not have been made except for 
the leadership of the Chamber of Com- 
merce. It demonstrates further what a 
Chamber of Commerce can do with a 
prescription especially drawn to relieve 
a particular community ill. 


Palliation, Not Cure 


This prescription has not cured the 
ill. It has served more as a pain-killing 
palliative than a cure. The treatment 
is specialized, and must be continued 
indefinitely. The condition shows 


promise of constant improvement as 
each successful operation stimulates 
new interest. A great deal of the im- 
provement, however, is still entirely 
too dependent on the attitude of county 
and city officials toward the question 
Let a couple of 


of consolidation. 
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fringophiles get in office and your 
whole program can be upset. 


Cure Is Not a Local Problem 


The cause must be removed if there 
is to be a guaranteed full recovery. 
Such removal is a state-wide problem. 
In Ohio the Chamber of Commerce 
executives have developed three spe- 
cific bills intended to facilitate annexa- 
tion proceedings and to tighten incor- 
poration. We had the technical assist- 
ance of the research staff of the Ohio 
Chamber in preparing the bills and 
requested the endorsement by local 
Chamber boards and the Ohio board. 
Local boards are giving excellent sup- 
port to the issue, recognizing that this 
is a community problem. The state 
Chamber has not endorsed the bills; I 
doubt if they will be endorsed, due to 
an entirely different philosophy, which 
is beside the point here. The point I 
want to make is that we have great 
difficulty in changing laws to modern- 
ize Our system of government. 

We are living in a jet-propelled 
society, but using kerosene for fuel as 
far as governmental organization is 
concerned. New laws will not be passed 
until public opinion is changed. Before 
we even get to the new laws the whole 
attitude about annexation must be 
altered. At present the word annexation 
is an unmentionable expletive in the 
minds of too many people. Some of 
this is due to honest misunderstanding, 
some to deliberately planted miscon- 
ceptions. Some, again, is attributable 
to human resistance to change. Our 
world changes daily, and we ourselves 
constantly change as we gain new ex- 
periences, make new adjustments to a 
changing environment. Still for some 
reason there are those who resist 
change and build up resentment to 
anything that threatens the peaceful 


routines and habits acquired over a 
period of time—particularly when the 
change requires some real thinking or 
threatens complacency. People fear the 
unforeseen and unforeseeable because 
they feel poorly equipped to cope with 
new conditions, and are not willing 
to spend the time to balance facts 
against prejudices. 

Regardless of the reasons for this 
attitude about annexation, a long 
range educational program is needed 
to create a favorable atmosphere for 
organic unity in natural economic and 
geographical metropolitan areas. This 
requires a cooperative approach of the 
highest degree. As a Chamber execu- 
tive I believe the local Chamber of 
Commerce is the logical agency to 
spearhead the drive to draw together 
all elements to seek sound and accept- 
able solutions to the many problems 
created by rampant development of 
fringe areas. The Chamber’s concern 
for the economic, governmental and 
civic aspects of community growth 
implies a direct responsibility for par- 
ticipation in a sensible approach toward 
fringe area absorption, integration or 
a controlled system of functional co- 
operation. 

Even this cursory examination of the 
effects of uncurbed urban spread out- 
side corporate city limits is sufficient 
to show its serious effect on economic 
stability, political solidarity and civic 
strength of the metropolitan area. 


First Step: Analysis 


It seems that the first remedial step 
is a thorough analysis of local con- 
ditions. What is the extent of the 
growth? What is the trend of residen- 
tial and industrial development? What 
effect do the fringes have on the down- 
town or high tax value area? What is 
the tax loss to the city? What is the 
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extra cost to taxpayers because of the 
overlapping governmental units, di- 
vided authority, poor planning and 
competition for the divided tax dollar? 
What can be done under existing con- 
ditions, both local and state? 

An answer to these questions in 
terms of your own community will 
prepare you to organize an action pro- 
gram through mobilization of the 
strongest possible leadership. Certainly 
it requires the closest cooperation of 
Chambers of Commerce, public offi- 


cials, planning technicians, educators 
and civic leaders. This is a problem 
that provides the maximum oppor- 
tunity for service to your community. 
If you are plagued with the fringe 
miseries, you have a responsibility. If 
you intend to generate action you need 
to plunge into this battle fervently and 
fearlessly. If enough leaders in enough 
communities will do just that we can 
start a chain reaction of understanding 
that can meet the needs of our time. 


FIGURES NEVER LIE 
(But They Might As Well) 


The London Times (Times Literary Supplement, September 24, 1954, p. 611) 
says this is a classic story on statistics, but it’s new to us, so we pass it on. 

According to the statistical-sociological department of a big London adver- 
tising firm, the figures show that in one given year 75% of the British officers 
who were total abstainers died within their first year in the army in India. 
These figures caused great satisfaction to manufacturers of spirituous liquors, but 
upon examination of the statistics, the following proved to be the case: 

In the year in question, only four teetotalers had gone out to India to serve 
as Officers. Of these, one was drowned while swimming; one was murdered by 
his servant, and one was eaten by a tiger. 


HEATHER ROSE, CHUCKHOLE BROWN 


For the benefit of any of our readers who may be colorblind, we have made 
a survey of some of the new tints now dazzling the eye on Michigan’s highways. 
The choice of car colors this year is almost infinite. You can have Sunstone 
Yellow, Yukon Yellow, Condor Yellow, Fantasy Yellow, Goldenrod Yellow, 
Chartreuse, San Diego Gold, or Goddess Gold. (The Associate Editor is 
leaving for the Mexican border in a Goddess Gold Cadillac if she can only get 
the safe open.) For the quieter taste there is Torch Red, Burlingame Red, 
Cameo, Cherokee or Huntsman Red. The greens recall localities dear to the 
Irish heart. One firm, however, designates its entire color range with the romantic 
names of old Spanish American missions. If you try to buy a white car in most 
lines, you are offered Sapphire White, Ermine, Polar or Snowshoe White, Cape 
Ivory or Caspian Cream, while for those whose sentiment is like Henry Ford’s, 
“Any color as long as it’s black”, there is a choice of Executive, Tuxedo, or 
Raven. 

Whatever the color you buy, the wife in your family is going to have the final 
O.K., according to Harley Earl, chief stylist for General Motors. He says 6 out 
of 10 women have the last word on this matter. To help the girls make up 
their minds (!) one single company offers 1,000 possible color combinations. 
What accounts for our leading industry’s blossoming like the rose? Mostly the 
increased durability of pigments. 


Business Topics’ own prediction about car colors: for the next few months 
most cars are going to be muddy. Maybe we should settle for Cameo Beige, 
Juneau Gray, Tangier Tan or plain Chuckhole Brown; then it won’t show. 


: 
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MANAGEMENT AND PUBLIC RELATIONS 


By D. E. McFARLAND* 


Public relations has become a vital function in business. Dr. 
McFarland discusses its past accomplishments and the present 
trends in his article, of especial interest to those in the field of 


management. 


Within the past 25 years public 
relations have become _ increasingly 
accepted as a major responsibility of 
management. This trend is reflected 
in the growing number of professional 
public relations executives and con- 
sulting firms. A recent survey of more 
than 300 American companies dis- 
closed that three out of four have 
executives in charge of public relations 
and that virtually the same number 
have separate public relations depart- 
ments.? 

Two principal developments explain 
this trend. The first is a growing 
awareness that running a business in- 
volves responsible behavior toward 
customers, laborers, suppliers, and the 
community at large. This seems par- 
ticularly the case among large com- 
panies, whose size has made them 
removed from individual contacts with 
people, and subject to criticism for this 
reason. Managements today realize 
that they do not have a choice between 
public relations and no public relations. 
The problem, rather, is to put them 
under effective management control, 
and to capture the profits which ac- 
company a good reputation. 

The second development is the in- 
creasingly complex nature of com- 
munications in our society. The tech- 


*Dr. McFarland is Assistant Professor of 
General Business at Michigan State College. 

John W. Hill, The Role of Public Rela- 
tions in Industry, Hill and Knowlton, Inc., 
New York; p. 3. 


niques have expanded so that a great 
deal of knowledge and special skills 
are required to make effective use of 
their media. For this reason, the public 
relations field has attracted large num- 
bers of former professors of English 
and speech, and men trained in jour- 
nalism or advertising. Companies 
today need the skills and experience 
such people possess. 


Significance of Public Relations 
to Management 


Viewed positively, the public rela- 
tions man helps the company tell its 
story as effectively as possible. Viewed 
negatively, he handles developments 
deleterious to its reputation. Public 
relations executives have staff authori- 
ty; their job is advisory. Managements 
which realize the impact their opera- 
tions have upon people want to tell the 
public about the company’s achieve- 
ments. In telling management’s story, 
the public relations man knows the 
answers to the questions how, what, 
and when. 

This does not mean that a public 
relations department is to whitewash 
the mistakes of an inept management. 
There must be a good story to tell: 
sound management is an essential foun- 
dation for effective public relations 
activity. But even the best managed 
companies encounter developments 
which can wreck their public relations. 
A plant’s smokestack blankets the com- 
munity with a dense smog which suffo- 
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cates several persons; an explosion at 
a company warehouse endangers the 
public safety; the firm’s product is sud- 
denly linked to cancer as a causal fac- 
tor; a bank officer embezzles from 
widows’ bank accounts; an anti-trust 
suit is instituted; sales drop off and 
depression rumors fly. In all these 
examples, the significant thing is that 
the public wants to know what the 
company is doing about it. 


Professionalism in Public Relations 


How do people know they are get- 
ting the truth? How are they to be 
brought to believe a company’s man- 
agement is serving a useful end? How 
does the business man know that he is 
buying a management service and not 
merely subsidizing a writer’s cult? 

There is protection for both the pub- 
lic and the business man in the grow- 
ing professionalism of public relations 
work. In 1948 the American Council 
on Public Relations and the National 
Association of Public Relations Coun- 
cil merged to form the Public Relations 
Society of America. Its 1600 public 
relations executives direct programs in 
43 states and 14 foreign countries. 
Twenty-four chapters are located in all 
major areas of the United States, in- 
cluding Hawaii.” 


The PRSA’s standards are: 


1) fulfillment of objectives which are 
in full accord with the public welfare, 
2) accuracy, truthfulness and good taste 
in material prepared for public dissemi- 
nation, 

3) practices which preclude the serving 
of competitors concurrently, except with 
the full knowledge and consent of all 


*These data are reported in a brochure 
published by the Public Relations Society of 
America. 


concerned (a safeguard for the confi- 
dential affairs of client or employer), 
4) cooperation with fellow practitioners 
in curbing malpractices such as the cir- 
culation of slanderous statements or 
rumors, the concealment from clients or 
employers of discounts or commissions, 
or any other information to which they 
may be entitled, and deliberate distor- 
tion or misrepresentation for profes- 
sional gain or competitive advantage, 
5) support of efforts designed to further 
the ethics and technical proficiency of 
the profession. 


The public has a further check on 
public relations activities. In a country 
where freedom of the press is a cher- 
ished constitutional guarantee, the op- 
portunity to verify information from 
a variety of sources is a real safeguard 
of objectivity. Business men have addi- 
tional protection in their power to 
evaluate the effectiveness of manage- 
ment. Public relations activity must 
withstand the rugged tests of economic 
merit: its contribution to the company’s 
success. Top management determines 
the scope of public relations activities, 
and exercises ultimate control through 
budgetary appropriations and through 
the extent of its acceptance of public 
relations policies. 


Conclusion 


It is fortunate that public relations 
activity is still in its infancy, for top 
management thus has an opportunity 
to influence the character of its growth 
and development. Every contact of 
top management with a representative 
of the public relations profession is an 
opportunity for a growth of mutual 
understanding and respect. Top man- 
agement must assume the initiative in 
guiding public relations men in the 
development of sound management 
thinking. 


John Maynard Keynes 


By LEONARD S. RALL* 


Another brief study of a twentieth-century economist 
by a Michigan State College staff member in his field. 


John Maynard Keynes is generally 
recognized as the most eminent econo- 
mist of the twentieth century. In addi- 
tion to his work in ecnomics he also 
achieved a substantial reputation in 
the fields of mathematics and philoso- 
phy, was an adviser to the British gov- 
ernment during and after two wars, 
edited the most important English aca- 
demic economics journal, and_ still 
found time to lead a vigorous cultural 
and social life as he played host to 
many notables of English literature 
and the stage. 

His best known work was The Gen- 
eral Theory of Employment, Interest 
and Money, published in 1936. Al- 
though his views, as expounded in this 
book, were highly controversial in the 
first few years after its publication, they 
have become increasingly accepted by 
both academicians and politicians until 
today their basic elements are an inte- 
gral part of the economics principles 
course in most schools of higher learn- 
ing. 

In this volume he gave an explana- 
tion of the significant factors respon- 
sible for inflations and depressions and 
tried to demonstrate that there was no 
automatic mechanism in an economy 
which would keep it out of depression 
or inflation or which would necessarily 
diminish their intensity once they had 
gotten underway. He gave a theoretical 
explanation of how it was possible for 
a nation to remain in a state of severe 


*Dr. Rall is Professor of Economics, 
Michigan State College. 


depression for an indefinite period of 
time; until Keynes’ work most such 
academic explanations of the depres- 
sion of the 1930’s and depressions in 
general had centered upon the monop- 
olistic rigidity of certain key commodity 
prices or the obstinacy of labor unions. 

Keynes demonstrated that inflations 
and depressions were caused by changes 
in the sum total of spending in a nation 
—spending by consumers, business 
firms and the government. He urged 
that the federal government use its 
taxation and expenditure powers to 
help control the total spending in a 
nation in order that the economy not 
have too much spending (which would 
result in inflation) or too little spend- 
ing (which would result in depression). 

More than any other economist, with 
the exceptions of Adam Smith and Karl 
Marx, the ideas of Keynes have in- 
fluenced the governmental policies of 
nations to a considerable extent; for 
instance, it is Keynes’ General Theory 
of 1936 that was responsible for our 
own Employment Act of 1946, which 
in essence states that it is the con- 
tinuing policy of the federal govern- 
ment to attempt to maintain full em- 
ployment. If we ever do succeed in 
minimizing the severity of inflations 
and depressions, much of the credit will 
be due to John Maynard Keynes, fit- 
tingly verifying his own remark that 
“practical men, who believe themselves — 
to be quite exempt from any intellec- 
tual influence, are usually the slaves of 
some defunct economist.” 
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A CHILD’S GARDEN OF STATISTICS 


Every 8 minutes a baby is born in the United States: a bundle of love to its 
parents, a loud noise to the neighbors, and to the statisticians a focal point of 
their figuring. Breaking into the columns of government statistics in the interest 
of this new citizen, we can find out how startingly different his world is from 
that of his parents born in 1929. 

In the first place he can expect to live almost 14 years longer. The family 
in which he finds himself is larger than that into which his parents were born. 
His father works almost 5 hours a week less than Grandfather did, while Mother 
has more leisure than Grandmother, too, thanks to 20 times as many electrical 
refrigerators in the country today and a vast variety of electrical servants of 
all kinds. It has been estimated that the average household enjoys the work of 
an electrical equivalent of no less than seven servants. However, the decline in 
flesh-and-blood ones gives Junior’s mother less actual freedom than her mother 
may have had. Junior’s parents have more money and leisure than ever before, 
but can hardly find a baby sitter. Hence the decline in indoor movie theaters 
(from 23,000 in 1929 to 19,000 today) while drive-in movies have gone from 
nothing at all to 4,285 in the same period. The family eats better—almost 20% 
more meat and eggs apiece—and drinks 4 times as many soft drinks. The new 
leisure is reflected in many ways: almost 10 times as many outboard motors, 
and 4 times as many electric trains. 

If Junior is born into a rural family, the change in the domestic picture has 
been greater than that in town. Ten times as many farms are now electrified, 
percentage-wise: less than 10% remain without this facility today. To the farm 
home this means relief from drudgery; to the merchant it means a vast market 
for electrical appliances. The 6 million home freezers in use today have altered 
the picture for producer, dealer and consumer, levelling off peaks and valleys 
in the sale of perishables. How about our comparison with 1929? That’s easy: 
there weren’t any home freezers, hence nothing to compare. No television, no 
frozen strawberries, no room air conditioners, no trailer homes. 

Junior isn’t concerned about these changes, but some of them vitally affect 
him. When he is sick, antibiotics protect him from some of the worst conse- 
quences of infant illness. Pneumonia, middle ear infections, diphtheria, a whole 
host of childhood ailments, are comparatively slight risks today. As a result 
of improved physical care and nourishment, Junior will be more than an inch 
taller than his father, with much better teeth. The improved stability of our 
economy will mean 4 years’ more schooling for him, for his parents have 5 times 
the personal savings their parents had, and life insurance in proportion. None 
of this will interest the baby now, but in a few years he'll be glad to know that 
such childhood delights as chewing gum, potato chips and doughnuts are all 
about 10 times as plentiful as they were in 1929. 
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SWEETEST LITTLE BUSINESS IN MICHIGAN 


By ANNE C. GARRISON* 


The best thing about a Sunday morn- 
ing in winter is the leisure to eat a good 
breakfast. Best thing about a good 
breakfast is the pancakes. And almost 
the best thing about the pancakes is 
the maple syrup on them. Your maga- 
zine, ever on its toes, turns up some 
interesting facts about maple syrup in 
time to remind you to get your order 
in with your favorite farmer, or your 
pancakes won’t be sweetened for next 
year. Chances are pretty good that it 
is pure maple syrup in the jug on your 
table, for 80 out of 83 of Michigan’s 
counties produce it. Moreover, it is 
today probably the only product in the 
state that is regularly sold direct from 
the producer to the consumer. 

Seventeen states in all produce this 
sweetening, and national figures reveal 
that 96 percent of the syrup is made 
directly into sugar, for sale to tobacco 
firms and table-syrup manufacturers 
for blending flavors. The remaining 
4 per cent is used on the breakfast 
table. In Michigan, however, the fig- 
ures are exactly reversed: 96 per cent 
goes onto Michigan pancakes (including 
flapjacks, waffles and what is spilled 
on the tablecloth), while only 4 per 
cent is made into sugar cakes for com- 
mercial sale. The reason presumably 
is that this state’s crop is only sufficient 
to satisfy home demand. 

Eaton County is the heart of the 
syrup production in this state, by a 
wide margin. Charlotte and Vermont- 
ville are the main marketing towns, 
and Nashville is active also. The two 
latter ones, and Athens, produce syrup 

*Mrs, 


Garrison is Associate Editor of 


Business Topics. 
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on a community basis. The business 
lends itself nicely to being used as a 
project for community benefit, for such 
organizations as the Scouts or the 4H 
Club or a charity, but leadership and 
hard work are necessary for success. 

What the industry chiefly needs in 
the state is a grading regulation to keep 
standards on a high level. Efforts in 
this direction have been unsuccessful 
thus far. Other states are ahead of 
Michigan in this respect, for many of 
them protect the name of the con- 
scientious grower by legislated stand- 
ards. Should such a law be passed, the 
good producer would profit by his ex- 
tra care, rather than being penalized, 
as at present, for the extra time it 
takes to turn out a pure and high-grade 
product. Plenty of market for fancy 
syrup, too, with a state full of tourists 
every summer. 

Syrup, of course, was one of the 
many legacies left us by the Indians. 
White men first thought this strange 
sweetening must have wonderful cura- 
tive powers; later they just sat back 
and poured it on their flapjacks. Prob- 
ably everyone knows enough already 
about how it is made; but did you know 
it takes 85 gallons of 1%-sugar-con- 
taining sap to make one gallon of syrup? 
Or that the weight of that gallon is 11 
pounds? 

You may remember when the syrup 
was boiled in a big iron kettle outdoors, 
or under a shelter. As more modern 
methods took over, the kettles were no 
longer used, and today you may find 
them full of petunias on a farm lawn, 
or used to scald poultry or hogs. 

The Lansing area is an important 
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one for this sugar business. The Sugar 
Bush Supplies Company, of Lansing, 
is the largest purveyor of sugaring 
equipment in the Middle West. Here 
in East Lansing, Dr. Putnam Robbins 
of M.S.C. is concerned with long-range 
experiments designed to increase the 
productivity of sugar maples. Posi- 
tion, depth and angle of the tap hole 
are being studied to see if they affect 
the yield, as is tapping at various 
heights or on different sides of the tree. 
Bacteria growth (which decreases 
sugar content) is also part of Dr. Rob- 
bins’ study. The importance of in- 
creasing sugar content can be easily 
understood: if you can get 2% sap 
instead of 1%, you have halved the 
time it takes to produce the syrup. 
Another job the Forestry Depart- 
ment has carried out in collaboration 
with the Weather Bureau is the pre- 
dicting of the date of first, and sub- 
sequent, sap flows. The last several 
years they have been able to forecast 


the flow within 24 hours, and producers 
who tapped in accordance with their 
predictions throughout the season had 
Ys higher yield than those who tapped 
by guesswork. 

We would be glad to find out some- 
thing from our readers: are there any 
“maple groves” in Michigan? Or is the 
term “sugar bush” universally used? 

Finally, a word about the Vermont- 
ville Maple Syrup Festival. This is 
held every year the week after the 
season closes, usually in early April. 
The whole town celebrates the harvest- 
ing of its famous crop of sweetening 
by staging a pancake supper, open to 
the public. For the date of this well- 
known jollification, write the President 
of the Vermontville Maple Syrup Festi- 
val—and save a seat for us. 


We are grateful to Mr. Robert Huxtable 
of Lansing and Dr. Putnam Robbins of the 
Department of Forestry, M.S.C., for the 
information on which this article is based. 


FOUR NEW REPORTS OF INTEREST 


These four Bureau of Business Research reports on varied topics 
now are available: 


Taxation of Mobile Homes, by R. D. Duke. The mobile homes, 
or house trailers, are growing rapidly in number. Of the problems 
introduced by this type of dwelling, taxation is among the foremost. 
Officials of local, county and state governments and many citizens 
will be interested in this study, based on actual cases in Michigan. 
A considerable body of data on mobile homes and on taxation is 
given. ($1.00) 


Winter Resorts in Michigan, by D. J. Luck and C. A. Gunn. The 
latest phase of Michigan’s tourist industry to develop is winter resorts. 
This is the first organized effort to study their growth and character. 
The nature and desires of the skiers and the facilities and problems 
of the winter resorts are among the topics of this study, which is 
based on field observations and surveys. ($1.00) 


Wages, Hours and Fringe Benefits in Member Stores of the Michi- 
gan Retail Hardware Association, by Marvin Hoffman. This study 
of compensation and other benefits among hardware stores will be 
helpful to those interested in any type of retail or service business. 
Local comparisons are included. ($1.00) 


Michigan County Market Data. A compact source of the latest 
figures on each of Michigan’s 83 counties. Data are on 25 subjects 
relating to population, buying power, retailing, manufacturing and 
agriculture, drawn from various sources. (Free) 


AVAILABLE FROM: 


Bureau of Business Research 
Michigan State College 
East Lansing, Michigan 


Checks should be drawn payable to Michigan State College. 


BUSINESS RESEARCH PUBLICATIONS 


The Bureau of Business Research was established in 
1951 to assist the Michigan State College faculty in con- 
ducting economic and business research, and to serve 
Michigan business with information and studies. In- 
quiries should be addressed to the Bureau’s director. 
The studies are usually published, and those currently 
available are listed below. 


RESEARCH REPORTS 


. Greater Muskegon Consumer Shopping Survey 
. Michigan Tourist Survey (Free) 
. Monroe Industrial Survey (Free) 
. Careers in Hotel and .Restaurant Management 
(Free) 
What Michigan Newspapers Tell About the 
Schools (Free) 
Winter Resorts in Michigan ($1.00) 
Taxation of Mobile Homes ($1.00) 
Wages, Hours, and Fringe Benefits in Member 
Stores of the Michigan Retail Hardware Associa- 
tion ($1.00) 


CONFERENCE REPORTS 


. “Knowing and Interpreting Your Community” 
Conference ($1.00) 
1953 Michigan Aeronautics Conference ($1.00) 
. 1953 Michigan Advertising Management Con- 
ference ($1.00) 
. Profit Potentials Through Customer Satisfac- 
tion in 1954 (Restaurant Management 
Conference) ($5.00) 
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